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Issue Area: Internal auditing Systems: Audit Reports Quality and
Followup (203).

Contact: Human Rcsovrces Div.,

Budget Function: Gemeral Science, Space, and Technology: General
Science and Ba. ¢ Research (251).

Orgarizition Concerned: Department of Health, Bducation, and
Welfare,
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Technology; Senate Cormittee on Human Resources.

Ruthority: National Science Foundation Act of 1950, as amended
(42 U.S.C. 1861). OMB Circular A-73, PFederal Management
Circular 73-2,

Because of concerns over the efferts of inflation on
the research dollar and the proprieiy of costs charged to
Federal funds by grautees and contractors, the effect.veness of
the Fational Science Foundation's activities for ensuring that
responsible officials act on audit reports assessing its
operations and the erxpenditure of funds by contractors and
grantees was reviewed. The Audit Office of the Office of Audit
and Oversight is responsible for followup oL reports which it
issues to ensure that findings and recommendations are
adequately considered and that corrective actions have been
taken. Pindings/Conclusions: The Foundation's informal approach
to followup on z2udit reports resulted in a very low priority
being assigned to followup. The Audit office folloved up on very
fevw recommendations in its reports and did not follow up to
determine whether the Division of Grants and Contracts acted on
audit reports submitted by other audit agencies. The Division of
Grants and Centracts closed its files on many audit reports
concerning the Poundation's grantees and contractors without
attempting to rosolve the findings. Actions to resolve audit
findings generally were not timely. Recommendations: The
Director of the National Science FPoundation should establish a
tormal system of followup on audit reports, providing for:
vontrol and accountability for audit reports, coordination with
other agencies to act on audit reports involving more than one
agency, reconciliation of differences or callirg for a decision
at a higher management level when officials disagree with audit
findings and recoamendations, schedules for assuring timely
resolution of audit findings and followup action when
improvements are promised, mainterance of records of actions
taken and evidence to substantiate those actions, periodic
reports to top ranagement on the status of audit findings and



recommendations, evaluation of the effectiveness of the actions
taken to resolve audit findings, 2nd periodic evaluation of the
effectiveness cf the followup systea. (RRS)
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General Accounting Office

The National Science Foundation
Needs A Formal System For
Followup On Audit Reports

The National Science Foundation annually
receives over 100 audit reports offering
opportunities ‘ »r improved Government oper-
ations and commenting on the propriety of
expenditures.

GAO found that

--the Foundation did not follow up on
the reports to make sure that recom-
mendations were carried out,

-many findings and recommendations
disputed by responsible officials were
closed without resolution, and

many reports questioning costs charged
to gran:s and contracts were closed by
the Foundation without action or
actions taken were untimely.

The Foundation agreed with GAO's recom-
mendation that it should establish formg!
policies and procedures for followup as re-
quired by the Of'ce of Management and
Budget.
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UMITED STATES GENERAL ACCOUNTING OFFICE
WASHINGTON, D.C. 20548

HUMAN RESOURCES
DIVISION

B~133183

The Honorable Richard C. Atkinson
Director, national Efcience
Foundation

Dear Dr. Atkinson:

We reviewed the effectiveness of tre National Science
Foundation's activities for ensuring that responsible offi-
cials act on audit reports assessing its operations and
the expvenditure of funds by grantees and contractors. The
review was made because of concerns over the effects of
inflation on the research dollar, as well as the propriety
of costs charged to Federal funds by grantees anrnd contractors.

We considered reports issued by both the Foundation's
Audit Office and other audit agencies--primarily the Depart-
ment of Health, Education, and Welfare's (HEW's) Audit Agency--
as a result of their reviews at Foundation grantee and con-
tractor locations. The findings are summarized below and
are discussed in more detail in appendix I. Agency conments
on the contents of the repert are included as appendix II.

INTRODUCTION

Within the Fcundatinn, the Audit Office, Office of
Audit and Oversight, is responsible for followup on
reports which it issues tc ensure that findings and recom-
mendations are adequately considered and that corrective
action has been taken. These reports generally ccncern
management and administration of Foundation programs and
financial operations, althouch some reports also consider
the acceptsbhility of costs charged to Foundation grants
and contracts. The Division of Grants and Contracts,
Directorate for Administration, is respcnsible for resolv-
irg findings and recommendations in all audit reports con-
cerning Foundation grantees and contractors. Most reports
are received from HEW's Audit Agency.

Federal Management Ciccular 73-2 issued in Septamber
1973 by the General Services Administration 1/ provides

1/Rexssiued on March 15, 1978, by the Office of Management
and Budget (OMB) as Circular A-73 Revised. Agency re-
sponsibilities for acting on reports were not changed.
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policies to be followed in auditing Federal operations and
programs, including acting on audit reports. The circular
requires that agencies designatc officials responsible for
followup on audit reports, establish time schedules for
responding to and acting on audit recommendations, main-
tain records of actions taken, and issue periodic reports
to management. In 1974 we also issued "Internal Auditing
in Federal Agencies,” which contained suvggested procedures
for followup on audit reports.

INFORMAL FOLLOWUP SYSTEM
NOT EFFECTIVE

Aside from designating officials responsible for follow-
up. the Foundation has not developed formal policies and
procedures to implement requirements of OME Circular A-73
or procedures suggested by us. We found that tn2 Foundation's
informal approach to followup on audit reports resulted
in the Audit Office and Divisicn or Grants and Contracts
assigning a very low priority to followup. The Audit Office
followed up on very few recommendations in its reports
and did not foliow up to determine whether the Division
of Grants and Cuntracts acted on audit reports submitteq
by other audit agencies. We found that the Division of
Grants and Contracts closed its files on many audit reports
concerning the Foundation's grantees and contractors without
attempting to resolve findings. And actions to resolve
audit findings generally were not timely.

Audit Clfice followup

The Audit Office issued 58 r-~ports from January 1, 1974,
through May 20, 1977, of which 27 identified deficiercies in
Foundatiofr' operations. The repcrts contained 155 findings
and recommendations. Foundation operations' officials dis-
agreed with 50 findings and recommendations. So, the Audit
Office closed these reports without further action. The
Foundation does not have a procedure for resolving such dif-
ferences at a higher management level. Of the remaining 105
findings and recommendations, the Audit Office advised us
that followup was performed for 41. Workpapers were pre-
pared to evidence the followup for 7 of the 41. As of Dec-
ember 31, 1977, the 114 findings and recommendations not
followed up had been reported, on the average, about 2 years
earlier. The time elapsed since reporting ranged €rom 7
months to 4 years.
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The Audit Office annual work Plans do not provide time
for followup work. The Head of the Audit Office advised
us that senior audit managers are expected to perform follow-
up as time permits.

Division of Grants and
ggntracts actions ona
audit reports

At the time of our review the Division did not maintain
central records of reports received. Using correspondence
files and other Foundation records we determined that from
January 1, 1974, through hugust 22, 1977, about 423 reports
were received concerning Foundation grantees and contractors,
of which 202 identified deficiencies such as question-
able cost charges or lack of records to meet cost-sharing
requirements. Many reports did not identify the amount of
questionable costs because of the deficiency. However, 70
reports did identify questionable costs totaling over $6 mil-
lion. We selected 38 reports (27 closed and 11 open) to
determine what actions the Foundation had taken to resoive
the findings.

The review of Foundation files for 27 closed reports
showed that:

--Thirteen were closed without any action to resolve
the findings. '

=-Nine contained no evidence that any action was taken
to resolve the findings or there was no evidence of
final resolution of the findings.

--Four were settled with cash refunds or promises of
corrective measures (followup was not scheduled).

--One file could not be located.

Also, nine reports closed without any action alsc con-
cerned National Institutes of Health g~ants and contracts.
That agency had either obtained settiements with the insti-
tutions involved or was negotiating settlements.

The review showed that actions taken to resolve audit
findings were generally untimely. For example, the Audit
Office initially reviews reports received and recommends
actions for the Division of Grants and Contracts to resolve
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findings. This initial step averaged 73 workdays for 22
of the 38 sample reports for which data was available "o
determine the time. For 7 of the 1l open aucit reports 1/
in the sample, the amount of time that elapsed before the
Division of Grants and Contracts took its initial action

was :

==An average of 128 days to write to the grantee for
3 reports.

-—An average of 91 days to write to the Audit Office for
3 reports.

~-=-278 days to corntact the responsible audit agency
about 1 report.

At the time the files were examined, 3 reports for which no
action was indicated in the files had been on hand an average
of 204 days. The file for the remaining report could not be
found. ‘

On May 16, 1977, a Post Award Projects Branch was estab-
lished@ within the Division of Grants and Contracts to, among
other purposes, emphasize adequate accountability for Federal
funds including resolving findings concerning Foundation
grantees and contractors. The information previously pre-
sented on resolving audit findings concerning Foundation
grantees and contractors largely concerned reports received
before the Branch was established.

Timeliness in acting on audit reports still appears to
be a problem. The review of Foundation activities on all
24 reports received in the Branch from mid-May through
November 1977 showed that:

--The Audit Office averaged 56 workdays to advise
the Branch on a course of action. ,

--As of March 15, 1978, the files contained no
information that the Branch had acted on 21 of
the 24 reports.

—

1/We excluded the closed reports from this computaticn be-
cause so many were closed without any action or with no
evidence that any action was taken.
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As of December 1, 1977, the number of audit reports requir-
ing action by the Divisinn of Grants and Contracts had more
than doubled since the Branch was created (from 38 to 83).

Reasons for this situation appear to be: (1) apparently,
only one Branch staff member was working on resolving tl=
findings (previously six grant managers were responsible,
although they performed the task only as tir.e permitted); and
(2) the one Branch staff person spent considerable time
trying tc identify which audit reports were open because the
Division had no central records controlling reports. As of
June 1, 1978, controls still had not been developed to ac-
count for reports received, :

As of April 5, 1978, the Branch had closed its files
on five reports that identified deficiencies. Actions to
resolve findings appear proper. However, since so few
reports were closed that identified deficiencies and actions
on two of those closed were started before the Branch was
established, more reports identifying findings may need to
be closed by the Branch before asse3sing its performance.

Assistance from the
National Institutes of Health

In January 1978 you wrote the Director, National Insti-
tutes of Health, suggesting that its audit resolution staff
resolve HEW's Audit Agency reports that concern Foundation
grantees and contractors since most reports concern both
the Foundation and the National Institutes of Health. As
of August 30, 1978, an interagency committee for coordina-
tion and resolution of audit findings invelving systems
problems was established. The committee has agreed that,
at the option of each agency, authority for resolving sys-
tems reports could ie delegated to HEW., This procedure
has not et been finalized.

Reporting and evaluation of
audit accomplishments

The Comptroller General's 1974 Principles, standards,
and concepts for internal auditing provide that procedures
for followup on audit findings and recommendations should
evaluate the effectiveness of the actions taken. Regular
status reports on those actions should be prepared to
keep management officials informed. 1In addition, OMB
Circular A-73 Revised requires such periodic reports.
Evaluations and reports are not Eeing prepared even though
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audit activities have resulted in over 100 reports for each
of the past three fiscal years concerning the Foundation's
operations.

CONCLUSIONS

A formal followup system consideriny the 1974 princi-
ples, standards, &and concepts provided by GAO and the require-
ments con .ained in OMB Circular A-73 Revised is needed. ‘
The system should consider reports issued by the Foundation's
Aua‘t Office and externally prepared audit reports that con-
cern the Foundation's operations and the expenditure of its
funds.

The proposed procedures for obtaining help from the
National Institutes of Health to resolve findings in audit
reports prepared by HEW's Audit Agency is a positive step.
Meanwhile, the Foundation should act to resolve findings
of many reports on hand in the Division of Grants and Con-
tracts. If the proposed procedures are implemented, the
Foundation will still need to include reports of other audit-
ing agencies in a formal followup system. Foundaticn manage-
ment and audit statf need to know the results of audits of
Foundation grantees and contractors to assess that part of
their operations and to ensure that effective followup action
is taken when deficiencies are identified.

RECOMMENDATION

We recommend that the Director of the Fourndation estab-
lish a formal system of followup on audit reports. The
system minimally should provide for:

-~Control and accountability for audit reports.

--Coordination with other agencies to act on audit
reports involving more than one agency.

-~Reconciliation of differences or calling for a
decision at a2 higher management level when operating
officials disagree with audit findings and recom-
mendations.

—-Schedules for assuring timely resolution of audit
findings and followup action when improvements
are promised.
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=-Maintenance of records of actions taken and evidence
to substantiate those actions.

-=-Periodic reports to top management on the status of
audit findings ang récommendations, and the results
of actions takezn.

-—Evaluation of the effectiveness of the actions taken
to resolve audit findings.

~-Periodic evaluation of the effectiveness of the
tollowup system.

AGENCY COMMENTS

OMB Circular A-73, the procedu.es we recommenied, and prior
guidance by the Comptrollgr General's 1974 Publication,
*Internal Auditing in Federal Agencies." (See app. II.)

As you know, section 23§ of the Legislative Reorganiza-

tion Act of 1970 requires the head of a Federxai agency %o

to these committees; and to the House and Senate Subcommit-~
tees on HUD-Independent Agencies; House Committee on Science
and Technology, and its Subcommittee on Science, Research
and Technology; Senate Committee on Human Resources, and its
Subcommittee on Health and Scientific Research.

We appreciate the courtesy and cooperation given to our
representatives during the review,

Sincerely yours,
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THE NATIONAL SCIENCE FOUNDATION

NEEDS A FORMAL SYSTEM FOR

FOLLOWUP ON AUDIT REPORTS

- INTRODUCTION

The National Science Foundation is an independent Fed-
eral agency established under the National Science Foundation
Act of 1950, as amended (42 U.S.C. 1861 et seq.), 1970. The
agency's general mission is to strengthen U.S. science by
supporting both basic research and science education programs
and applied research on selected national problems. The
Foundation's fiscal year 1978 budget is $864.9 million, of
which about $560 million is for research and development
support (generally financed through grants) to universities
and colleges. The Foundation ranks second only to HEW in
providing research funds to universities and colleges.

Recently, there has been much concern over the alleged
mishandling of research funds at colleges and universities
and over the effects of inflation on the research dollar.
Annually, the Foundation receives numerous audit reports
which generally assess the efficiency and effectiveness
of its program and administrative operations, or determine
the propriety of financial operations, including those
of its gran‘ees and contractors. We exumined the effec-
tiveness of the Foundation's activities for ensuring that
responsible officials act on audit reports.

Federal Management Circular 73-2 issued in September
1973 by the Office of Faderal Management Policy, General
Services Administration, provided requirements for auditing
Federal operations and programs by executive departments and
agencies. By requiring that each agency establish policies
for acting on the findings and recommendations of audit
reports, the circular recognized the importance of timely
followup. Specifically, agency policies were to provide
for (1) designating officials responsible for followup, (2)
maintaining records of actions taken, (3) establishing time
schedules for action, and (4) issuing periodic reports to
‘tanagement on actions taken. i/ In 1974, GAO issued “"Internal
Auditing in Federal Agencies,"” which provides basic princi-
Ples, standards, and concepts for developing and operating

i/Circular 73-2 was reissued «n March 15, 1978, by OMB as
Circular A-73 Revised. Agency responsibilities for acting
on reports were not chenged,
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internal audit organizations including suggested procedures
for followup on audit reports.

Within the Foundation the responsibility for followup
on audit reports is shared by the Audit Office in the Office
of Audit and Oversight, Office of the Director, and the
pivision of Grants. and Contracts in the virectorate for
Administration.

Generally, the Audit Office is responsible fcr followup
on the reports which it issues--referred to as internal
audit reports--to ensure that recommendations are adequately
considered and corrective action has been taken. Audit Of-
fice evaluations include the Foundation's programs, grant
and contract policies, and the adequacy of accounting pro-
cedures and management controls within Foundation components
and at grantee and contractor institutions.

The Division of Grants and Contracts is responsible for
acting on all audit reports concerning the propriety of costs
charged to Foundation grants and contracts. Most of these re-
ports result from reviewing grants and contracts administered
by institutions of higher education and are generally per-
formed by HEW's Audit Agency under the provisions of Federal
Management Circular 73-6. To avoid confusion and unnecessary
work for educational institutions receiving grants and con-
tracts from more than one Federal agency, the circular pro-
vides for one Federal agency to do all necessary auditing of
Federal funds at a single ingtitution. Audit results are
furnished by the cognizant audit agency to the agencies
concerned. HEW's Audit Agency is responsible for nearly all
institutions of higher education. Participating agencies
reimburse HEW for this service.

From January 1, 1974, through May 20, 1977, the Founda-
tion's Audit Office issued 58 audit reports. We determined
that from January 1, 1974, through August 22, 1977, the
Foundation received about 423 audit reports from other
agencies--principally BEW--concerning their reviews of
grants and contracts at educational institutions. During
fiscal years 1974 through 1977, salaries and travel expenses
of the Foundation's Audit Office were about $1.8 million and
total billings received for services by other audit agencies
were over $2.3 million.
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Scope of review

We evaluated the sSystem used by the Foundation to ensure
that findings ang recommendations in audit reports are acted

at Foundation grantee arq contractor institutions. 1In the
evaluation we:

—~-Examined policies andq Procedures that the Foundation
used to follow Uup on audit reports. .

——Examined Audit Office records for 27 reports, dis-
closing deficiencies, issued from January 1, 1974,
through May 20, 1977, for evidence of followup
action on reports.

=—-Examined Division of Grants and Contracts records
for 67 reports received from January 1, 1974,
through November 22, 1977, to determine what
actions were taken to resolve audit findings and
recommendations,

—--Interviewed Foundat:ion officials responsible for
acting on audit reports,

~-Interviewed National Institutes of Health officials
to determine what followup action they had taken
On certain audit reports which concerned their
grants and contracts.

FOUUNDATION'S INFORMAL FOLLOWUP
SYSTEM IS INEFFECTIVE

In a July 7, 197s, letter, the Foundation was asked to
identify its policies for acting on audit reports in accord-
ance with the followup provisions of Federal Management
Circular 73-2. on July 20, 1976, the Foundation's Acting
Director, Office of Planning and Resources Management, ad-
vised that no written Procedures had been issued to provide
guidance to the Audit Office or the Division of Grants and
Coniracts for followup. The letter stated:

"The NSF [National Science Foundation] Audit
Office is comprised of a staff of 12 profes-
sionals and 2 S2cretarial. Because of its
small size the office Operates essentially
on the basis of informal Procedures, relying
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tc a large extent on the close supervision
of its audit staft. Consequently, no formal
procedures have been issued for follow-up
of audit report recommendations. Recently,
however, I have requested that the office
provide for a more systematic follow-up on
audit report recommendations. The Senior
Audit Managers are now summarizing findings
and recommendations on each of their audits
and will document the periodic follow-

ups * * % n

The letter also stated that the Audit Office acts as the

focal point for recommendations included in audit reports
from other Federal audit agencies (primarily HEW's Audit

Agency) and periodically follows up with the Division of

Grants and Contracts to determine what actions have been

taken.

Audit Office followup efforts

From January 1, 1974, through May 20, 1977, the Audit
Office issued 58 audit reports. An examination of the
reports showed that 28 did not identify deficiencies or
contain recommendations and 3 concerned the correct balances
of Foundation accounting records which the Audit Office
staff reviews annually. %e determined whether or not the
Audit Office followed up on the remaining 27 reports which
identified deficiencies in Foundation operations and recom-
mended corrective actions. The 27 reports contained 155
recommendations or findings involving questioned costs which
needed followup action. These matters concerned weaknesses
in (1) administering grants and contracts, (2) procuring
consultant services, (3) accounting records and controls,
and (4) various other management matters.

The audit reports stated that responsible officials
disagreed with 50 of the Audit Office's findings and recom-
mendations, but the reports did not deal with the disagree-
ments., In 1972 the Comptroller General issued “Standards
for Audit of Governmental Organizations, Programs, Activ-
ities & Functions," which is intended to apply to all levels
of Government. Concerning the preparation of audit reports
the standards provide:

"Comments on report drafts should be
objectively considered and evaluated, and the
report presentations and conclusions should
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give appropriate recognition to them. The
advance comments and analyses of them should

be fairly presented in the text of reports.

An agency promise of corrective action should

be noted in proper context but should not be
accepted as justification for dropping a signif-
icant point or a related recommendation.

"When the advance comments oppose the
auditor's findings or conclusions and are not,
in his opinion, meritorious, the auditor should
state his reasons for rejecting them. Con-
versely, he should drop a point or modify a
position if he finds the argumentation to be
meritorious."

An Audit Office official advised that disputed recom-
mendations are considered closed when the report is issued.
There are no procedures for resolving differences at 11gher
ranagement levels and the Audit Office does not foll . up
on disputed recommendations. The Comptroller General's 1974
Principles, standards, and concepts for internal auditing
states:

"Where operating officials disagree with
the internal auditor's recomriendations, mech-
anism(s) should be established to reconcile
the differences or to call for a decision at
a higher management level.

"Thus, reporting a finding, observation,
or recommendation should not end an internal
auditor's concern with the matter. From time
to time he should ascertain whether his
recommendations have received serius manage-
ment consideration and whether satisfactory
corrective action has been taken."

According to Audit Office officials, the responsible
officials agreed with the remaining 105 findings and recom-
mendations. However, we noted that reports did not always
contain the responsible officials’ comments when they agreed
with the auditor's findings and recommendations. Audit Of-
fice officials advised that 41 of the 105 findings and recom-
mendations were followed up. However, workpapers were pre~
pared to evidence followup action for only 7 of the 41.
Auditing standards issued by the Comptroller General in 1972
state:
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"Sufficient, competent, and relevant evidence
is to be obtained to afford a reasonable basis
for the auditor's opinions, judgments, con-
clusions, and recomrendations."

OMB Circular A--73 Revised also requires that each Federal
agency establish policies for following up on recommendations
in audit reports which include " « * = maintaining a record
of the action taken on recommendations * * * »

The following shows the time that had elapsed, as of
December 31, 1977, since the findings and recommendations rot
followed up had been reported.

Findings and recommendations

Responsible Responsible

Age in officials officials

months _ agreed disagreed Total
7--12 8 19 27
13-18 10 - 10
19-24 25 12 37
25-30 1 16 17
31-36 2 1 3
37-42 11 2 13
43-48 1 = _1

Total 64 50 114

The findings and recommendations nct followed up had been
reported, on the average, about 2 years earlier. Time
elapsed since reporting ranged from about 7 months to 4
years.

The Head of the Audit Orffice advised that senior audit
managers were responsible for followup, which was to be done
as time permitted. There are three senior audit managers
who are responsible for auditing assigned component< of the
Foundation. We noted that the annual work plans p.epared
by the Audit Office for fiscal years 1974 through 1978 did
not budget any staff-days for followup work. In addition,
time schedules were not established for followup nn audit
recommendations, as required by OMB Circular A-73 Revised.
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Division of Grants and
Contracts efforts to act on’
audlt reports

At the time of our review the Division did not main-
tain central records of reports received. Using corre-
spondence files and other Foundation records we determined
that from January 1, 1974, through August 22, 1977, the
Division of Grants and Contracts received about 423 audit
reports concerning Foundation grantees and contractors.
According to Foundation records about 221 reports did not
identify any deficiencies; in 70, costs totaling over $6
million charged to Foundation grants and contracts were
questioned; in 132, procedural and/or accounting systems
weaknesses were identified.

For the most part, reports disclosing procedural weak-
nesses identified such matters as failure to submit re-
quired technical and fiscal reports, lack of equipment or
property records, and lack of records necessary to meet
Foundation cost sharing requirements. Reports disclosing
accounting systems' weaknesses concerned the institutions'
financial management systems and involved deficiencies such
as improper allocation of salary and wage costs to federal
grants and contracts. * The weaknesses reported applied to
the institutions' administration of all Federal grants and
contracts. The reports disclosing procedural weaknesses
and/or accounting systems' deficiencies did not identify
the specific grant charges being questioned.

We reviewed the Division of Grants and Contracts records
to determine the actions taken to resclve 38 of the 202 re-
ports (about 19 percent) which contained audit findings. A
table of random digits was used to select 21 reports that
concerned questioned costs or procedural problems. The
number of reports discussing accounting systems' weaknesses
was not readily available from Foundation records. There-
fore, we selected for examination the first 17 reports that
concerned accounting systems' weaknesses as they were identi-
fied from correspondence files. As of August 12, 1977, 27
of 38 report files had been closed by the Division of Grants
and Contracts and 11 were open.

Analyses of closed reports

Of the 27 reports for which files were closed, 13 per-
tained to accounting system weaknesses, 4 questioned cost
charges totaling $107,238, and 10 identified procedural
weaknesses. ?
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For the 13 reports concerning accounting systems' weak-
nesses:

--Eleven reports were closed by the Division of
Grants and Contracts without any action being
taken.

--One report was settled for the Foundation by another
agency. As a result of that agency's negotiations.
with the university, the Foundation received a cash
refund of $39,755.

--One report received in April 1974 was closed with-
out any action being taken. However, the Division
of Grants and Contracts reopened the case in March
1976 when the audit agency that prepared the report
sent the Foundation a letter stating that amounts
applicable to HEW projects had been resolved. The
letter showed that questioned costs applicable to
Foundation grants totaled $18,645. In December
1976 the Division wrote the grantee allowing charges
of $14,732, requesting a refurd of $3,016, and ask~
ing that a correction of $897 be made to an ongoing
project. As of May 1, 1978, the Division's file
contained no evidence that the grantee had responded
to the letter.

Nine of the 11 system reports closed by the Division of
Grants and Contracts without action also applied to grants
and contracts funded by the National Institutes of Health.
During the periods covered by these audit reports, the
Foundation awarded 1,503 grants or contracts (totaling over
$73.3 million) to the 8 institutions. As of November 25,
1977, the National Institutes of Health:

--Had negotiated settlements with the institutions on
findings included in 4 reports, with cash refunds
totaling $280,000.

--Was still negotiating with the institutions on find-
ings in three reports.

--Had resolved matters discussed in one report.
--Closed the file on 1 report, according to National

Institutes' records, because corrective actions were
taken and the small amount of National Institutes'
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funding. (For the period covered by the audit report,
the Foundation awarded 180 grants or contracts total-
ing $§8.4 million to the same institution.)

The review of the 4 closed reports involving question-
able costs of $107,238 charged to Foundation grants showed
that:

--The Division of Grants and Contracts files contained
no evidence of any action being taken for 2 of the
reports which questioned costs totaling $104,042.

--For 1 report, the Division wrote the institution on
January 28, 1977, stating that the Foundation sus-
tained the reported disallowance of $2,918 and
asking to be notified that the grant had been ad-
justed. The file contained no evidence that the
grant was adjusted.

-=-The fourth audit report questioned costs of $278
charged to a Foundation grant. On March 12, 1974,
the grantee was requested to submit a revised fiscal
report showing either an adjustment to the grant or
to reflect proper accounting. The grantee replied
on March 15, 1975, by sending a check for $278 and
a revised fiscal report. Although the grantee took
a year to reply, the file showed no evidence of
Foundation followup.

Examining 10 repeorts invclving procedural weaknesses
showed that:

--The problems identified in two vreports were settled
with the grantees. These reports cited procedural
weaknesses involving (1) documentation for cost
sharing, (2) equipment management, (3) purchase
discounts, and (4) financial reporting. Although
both grantees outlined corrective measures they had
taken, no followup audits were requested by the
Foundation to evaluate the effectiveness of the

indicated measures in correcting reported weak-
nesses.

~--The Division of Grants and Contracts wrcote to the
grantee in February 1977 about one report. The
file contained no evidence that the grantee had
replied.
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--Files on two reports were closed by the Division
without any action being taken.

--Division files contained no record that any action
had been taken on four reports.

--The Division's file for one report c»uld not be
located.

Untimely actions to resolve audit findirgs

Audit reports are received in the Foundztion's Audit
Office. For reports identifying deficiencie .ae Audit Office
prepares a memorandum to the Division of Gre . and Contracts
highlighting the findings and recommending the action to be
taken. For 22 of the 38 sample reports, the Audit Office
averaged 73 workdays to prepare the memoranda and send
the reports to the Division of Grants and Cor tracts. Suffi-
cient data was not available to determine this time factor
for the other 16 reports.

After receiving an audit report, the Division of Grants
and Contracts begins the necessary action to resolve the re-
port's findings. Such actions may involve (1) writing the
grantee or contractor requesting comments or additional infor-
mation, (2) contacting the aud: _ing agency to obtain addi-
tional information or clarification, and (3) contacting other
agencies funding grants or contracts with the same institu-
tion. An Audit Office official informed us that the Audit
Office did not follow up to determine if the Division of
Grants and Contracts acted on aud.t reports submitted by
other audit agencies.

We determined the number of working days that elapsed
after receiving an audit report by the Division of Grants
and Contracts before action was taken for the 11 open audit
reports included in the sample. 1/ We noted that:

--The time taken to write the grantee averaged 128
days (3 reports).

1/We did not determine the number of working days that elapsed

for the closed reports in the sample because of the high per-
centage closed with no action or with no evidence that any
action was taken (19 out of 27, or 70 percent).

10
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--The time required to advise the Audit Office about
the report averaged 91 days (3 reports).

--The time taken to contact the responsible audit
agency totaled 278 days (1 report).

--Three reports for which no action was indicated in
the files had been on hand an average of 204 days,
at the time we examined the files.

~--The file for the remaining report could not be found.

‘ As of December 1, 1977, it was determined that the Divi-
sion of Grants and Contracts had 83 reports on hand with
unresolved audit findings. The analysis showed that 24
reports, or about 29 percent, had been with the Division

for over 1 year. The amount of time that reports had been

in the Division were:

Number
Age in of

months reports
0-3 17
4-6 17
7-12 25
13-18 12
19-24 7
25 or over -]
Total 83

Division officiais said that audit reports were worked on
only as time permitted and that time schedules were not
established for acting on audit reports.

Actions on assist audit reports

Assist reports result from reviews made by other audit
agencies responding to requests by the Audit Office that
specific grants be reviewed as part of an Audit Office examina-
tion of a particular Foundation research program. Other audit
agencies' findings are included as a part of an overall Audit
Office report to Foundation management. After the Audit
Office report is issued, the individual assist audit reports
are sent by the Audit Office to the Division of Grants and
Contracts for resolution.

11
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We selected 3 Audit Office reports that included findings
based on 16 assist audit reports to determine the actions
taken by the Division of Grants and Contracts to resolve the
reported findings. 1/ These 3 reports identified 29 procedural
weaknesses and 21 instances of questioned costs and involved
20 grantee institutions or contractors. In December 1977, the
review of both Audit Office and Division of Grants and Con-
tracts -ecords showed that action had been taken by the Divi-
sion t. resolve 19 questioned items (1l procedural weaknesses
and 8 questioned costs)., At that time, 18 prucedural weak-
nesses ana 13 items of questioned costs still had no: been
resolved. These findings were included in reports tnat, as
of December 1977, had been issued from 21 to 34 months earlier.

An Audit Office official informed us that there is no
followup with the Division of Grants and Contracts to deter-
mine whether action has been taken on these audit reports.
Once the Audit Office report is issued, the Audit Offica
considers action on individual reports dealing with grantee
institutions to be the responsibility of the Division and
the Audit Office does nothing further.

Establishing the Post Award
Projects Branch

Effective May 16, 1977, the Directorate for Administra-
tion established a Post Award Projects Branch within the
Division of Grants and Contracts, to strengthen grant adminis-
tration and to increase emphasis on assuring adequate account-
ability for Federal funds. The assigned tasks included the
Division's responsibilities for acting on audit reports.

Prior to creating the new Branch, various grant managers
within the Division of Grants and Contracts had this respon-
sibility.

Audit reports received in the Division of Grants and
Contracts after the new Branch was established were examined
to determine whether situations previously identified--
untimely actinns and inappropriate closing of files on issued
reports—--had improved.

1/The Audit Office reports also included findings resulting

frem three audits at grantee institutions that the Audit
Office made. The Division of Grants and Contracts is also
responsible for acting on these findings.

12
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Timeliness in acting on audit reports still appears to
be a problem. Twenty-four audit reports requiring action that
were received by the Branch from mid-May through November
1977, were examined. The Audit Office averaged 56 workdays
tc . epare memoranda and send these reports to the Division »f
C - s and Contracts. As of March 15, 1978, letters were
wrL. ..en to grantees concerning findings in 3 reports; however,
nc information in the files showed that any action had been
taken by “ne Branch for 21 reports.

We estimate there were about 38 audit reports requiring
action by the Division of Grants and Contracts when the new
Branch was established in May 1977. As of December 1, 1977,
the number of open audit reports totaled about 83--an increase
of 45 reports during more than 6 months.

Several reasons contributed to the backlog of audit
reports not acted on. For the most part, only one person in
the Branch is responsible for acting on audit reports, whereas
Freviously six grant managers were responsible for resolving
audit findings. 1In addition, when the Branch was established,
the Division of Grants and Contracts had no central record
of upen audit reports and considerable time was spent identi-
fying reports which required action by the Branch.

As of April 5, 1978, the Branch had closed its files on
five reports that identified deficiencies. The Branch's
actions to resnlve the findings appear proper. However, since
few reports were closed that identified deficiencies and the
actions on two were started before the Branch was established,
more reports identifying findings may need to be :closed by the
Branch before assessing its performance.

Control over audit reports

Prinr to establishing the Post Awards Project Branch,
records of audit reports received by the Division of Grants
and Contracts were not maintained to show the status and dis-
position of the reports. Althoug.: the Audit Office estab-
lished a file for each report received and assigned a number
before forwarding the report to the Division, the Division
did not keep such records.

The reports were distributed to one of several grants
managers responsible for reso>lving audit findings. Reports
to management on resolving audit findings were not prepared.
The Audit Office did not follow up to determine the Division's
action, although it received copies of correspondence concern-
ing the Division's actions.

13
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The Branch spent considerable time identifying audit
reports that had unresolved findings when it was esgtablished.
As of Jurne 1, 1978, controls still had not been developed to
account for reports received. Control numbers are not as-
signed, central records or logs of reports are not maintained,
and periodic reports to management on the status of each
report are not prepared.

The Branch prepared a December 1, 1977, listing of _an-
resolved audit findings by institution. The listing does not
identify audit reports. Comparing the listing with a sched-
ule of audit reports containing findings unresolved as of
August 12, 1977, aund reports closed since that time showed
that findings in 19 reports were not listed.

Proposed settlement of audit reports
by the National Institutes of Health

In January 1978 the Foundation's Director wrote to the
Director, National Tustitu*es of Health, suggesting that its
audit resolution staff resolve HEW's Audit Agency reports
that concern Foundation grantees and contractors. The letter
stated that most audit reports which concern the Foundation
also involve the National Institutes of Health. As of
August 30, 1978, an interagency committee for coordination
and resolution of audit findings involving systems problems
was established. The committee has agreed that, at the
option of each agency, authority for resolving systems re-
ports could be delegated to HEW. This procedure has not
yet been finalized.

Reporting and evaluating
audit accomplishments

The Comptroller General's 1974 principles, standards,
and concepts for internal auditing states:

“Primary responsibility for action and followup
on audit recommendations rests with management. A
good control system will include procedures under
which management officials will evaluate the effec-
tiveness of actions taken on audit recommendations.

“A desirable procedure is to have regular status
reports prepared for the information of management
officials and the internal auditors, as to actions
taken on audit recommendations. Also, provision

14
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should be made for regular inquiry into whether
proposed corrective actions have, in fact, been
taken and their effectiveness. The responsibility
for such followup should be that of management
officials, but the internal auditors should
participate."”

In addition, OMB Circular A-73 Revised provides that
each Federal agency will establish policies for submitting
periodic reports to agency management on action taken on
audit recommendations.

The Foundation has not established policies for routine
reporting to higher level management on the effectiveness of
actions taken on audit findings and recommeandations. No
periodic formal reports to the Foundation's Director on re-
sults of Audit Office activities or reviews being conducted
by other audit agencies concerning the Foundation's grantees
and contractors exist. These audit activities resulted in
over 100 reports concerning the Foundation's operaticns for
each of the past 3 fiscal years.

CONCLUSIONS

Aside from fixing responsibility for acting on audit
reports, the Foundation has not established policies and
procedures to establish an effective followup system for
resolving audit findings and recommendations and assuring
the adequacy of corrective measures promised by responsible
officials. A formal followup system considering the 1974
principles, standards, and concepts issued by GAO and the
requirements provided by OMB in Circular A-73 Revised is
needed. The system should consider all reports issued by
the Audit Office and externally prepared audit reports
that concern the Fou dation's operations and the expenditure
of its funds.

We believe the proposed procedures for HEW to resolve
findings in audit reports prepared by its Audit Agency for
all agencies is a positive step. While this proposal is
under consideration, the Foundation should act to resolve the
findings of the many reports on hand in the Division of Grants
and Contracts. Also, if proposed procedures are implemented,
we believe the Foundation will still need to include other
auditing agencies' reports in the formal followup system.
Foundation management and audit staff need to know the results
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of audits of Foundation grantees and contractors to assess
that part of their operations and to ensure that effective
followup action is taken when deficiencies are identified.

RECOMMENDATION

We recommend that the Director of the Foundation
establish a formal system of followup on audit reports. The
system minimally should provide for:

——Control and accountability for audit reports.

--Coordination with other agencies to act on audit
reports involving more than one agency.

--Reconciliation of differences or calling for a deci-
sion at a higher management level when operating
officials disagree with audit findings and recommenda-
tions.

—-Schedules for assuring timely resolution of audit
findings and followup action when improvements are
promised.

--Maintenance cf records of actions taken and evidence
to substantiate those actions.

—-periodic reports to top management on the status of
audit findings and recommendations, and the results
of actions taken.

——Fvaluation of the effectiveness of actions taken
to resolve audit findings.

—-Pericdic evaluation of the effectiveness of the
followup system.
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NATIONAL SCIENCE FOUNDATION
WASHINGTON, D.C. 20550

QFFICE OF AVDIT
AND OVEARSIGHT

August 30, 1978

Mr. Gregory J. Ahart
Director

Human Resources Division
General Accountinj Office
44] G Street, N.W.
Washington, D.C. 20548

Dear Mr. Ahart:

This 1s in response to the GAO draft report entitled, "The National
gcience Foundation Needs a Formal System for Followup on Audit
eports.”

The Foundation agrees with the report's primary recommendations to
establish a formal system of followup on audit reports. We have taken
action to develop a formu.l system of followup which will give recogni-
tion to the requirements of Office of Management and Budget Circular
A-73 and the procedures suggested by the General Accouniing Office in
the draft audit repoct and its 1974 publication, "Internal Auditing in
Federal Agencies."

In the past the Foundation's followup system operated essentially on an
informal basis. We recognized, however, that improvements were needed
to expedite the resolution of audit report findings. Consequently,
actions were taken in this respect which included a reorganization in
May 1977 in the Division of Grants and Contracts to establish the Award
Accountability Branch initially named the "Post Award Projects Branch,"
and efforts to have DHEW audit resolution staff resolve the HEW audit
agency reports that also concern Foundation grantees and contractors.

Other efforts currently under way or planned by the Foundation to
establish a followup system to assure appropriate and timely disposi-
tion of audit report recommendations include (1) the issuance of an NSF
Circular setting forth the requirements for formal followup on audit
reports, (2) development by the Office of Audit and Oversight of a
computerized data base to provide NSF management timely information on
the status of audit reports, (3) establishment by DGC of an inventory
of audit reports received indicating the nature of audit findings, and

.
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(4) monthly meetings between the Foundation Director and the
Director, Office of Audit and Oversight, to review audit and
overcight problems, including the resolution of audit report
firdings and recommendations. The proposed NSF Circular will
p.ovide for procedures suggested by GAO in the draft audit report
as follows:

--control and accountability tor audit reports,

--coordination with other agencies to act on audit reports
involving more than one agency,

--reconciling differences or calling for a decision at a
higher management level when operating officials disagree
with audit findings and recommendations,

--schedules for assuring timely resolution of audit findings
and followup action when improvements are promised,

--maintaining records of the action taken and evidence to
substantiate the actions,

--periodic reports to top management on the status of audit
findings and reccmmendations, and the results of actions
taken,

--evaluation of the effectiveness of the actions taken to
resolve audit findings, and

--periodic evaluation of the effectiveness of the followup
systam.

While many of the specific findings cited in the audit renort have
not been addressed in this response, we believe the actions taken

to date, together with those planned for establishing a formal
fcllowup system, will result in the improvements desired by both the
GAO and Foundation.

As a matter of information, we are pleased to report that considerable
progress has been made with respect to our coordination efforts with
the DHEW audit resolution staff. The staff recently established an
interagency committee for coordination and resolution of audit finding
involving systems problems. NSF is represented on this committee by
Kenneth B. Foster, Director, Division of Grants and Contracts. At a
meeting on July 21, 1978, the committee agreed, at the option of each
agency, that authority for resolving systems audits could be delegated
to DHEW. We believe this effort represents a major step in the
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resolution of audit report findings involving more than one
Government agency.

We also note that a regular end-of-the-month status report was
instituted after GAO staff informally brought to our attention
the apparent delays in the Audit Office in analyzing audit
reports from other agencies; since last April, no such status
report has shown an audit report backlogged by as much as four
weeks . .

The Foundation management recognizes that much remains to be
done; we believe the final audit report should recegnize the
constructive steps that have been taken tc resolve audit findings
and the NSF efforts with DHEW to have a single agency negotiate
settlements with grantee institutions.

We apprecicte the efforts of the GAO audit team and will make a
concerted effort to implement the report recommendations.

Sincerely yours,

o F
;i?uhvu '7;  {7“;'“

/Jerome H. Fregeau

Director

Office of Audit
and Oversight

(11659) 19





